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Treasury Secretary Announces U.S. Support Of World Bank
Funding Increase To Support Third World Loans
by John Neagle
Category/Department:  General
Published:  Thursday, September 24, 1987
On Sept. 23, US Treasury Secretary James Baker announced that the US had decided to negotiate
an increase in funds for the World Bank to support greater lending to the third world. The action,
which modifies a previous policy of waiting to see whether new money is actually needed, was taken
as officials from more that 150 governments began gathering in Washington for the joint annual
meeting of the WB and the International Monetary Fund (IMF). As most governments have long
sought an increase in capital for the bank, the move was expected to mute criticism of the US at
the global economic conference. Baker told reporters that the increase could be from $40 billion to
$80 billion. The US share would be about one-fifth, consistent with its vote in the organization. If
past practice is followed, the bank shareholders would put up only a small percentage in cash. The
capital base represents the backing of governments that support the bank's credit worthiness in
financial markets. In the last increase, in 1980, where capital was doubled to the present $85 billion,
only 7.5% was paid in. The annual amounts that the US Congress appropriated totaled $110 million.
The rest was "callable" representing an obligation of governments to pay up if the bank runs into
financial difficulties while bolstering the credit worthiness as the bank borrows. It is the private
borrowings that are the bank's biggest direct source of funds. Foreign governments reacted more
favorably to Baker's announcement than many US congresspersons. Nordic countries, among the
strongest supporters of the bank,"broke out in cheers," said Ulrik Haxthausen, a Danish official
who represents Denmark, Norway, Sweden, Finland and Iceland at the World Bank. In Congress,
Rep. Jack Kemp (R-NY), a long-time critic of the World Bank, said he was "amazed at this policy
reversal." He added that the bank "still does not have an effective strategy for encouraging growth
in debtor countries." David R. Obey (D-Wisc.), chairman of the House Appropriations subcommittee
on foreign operations, said in an interview that he had "a lot of questions." Obey, whose panel
will be a key one in the clearing of the capital increase, said approval would depend on whether
Treasury representatives "really mount an effort to get it through." Otherwise, he added, "they don't
have the chance of a snowball in you know where." (Basic data from NEW YORK TIMES, 09/24/87)
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